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SUBJECT: Schol arshare Trust Contribution Refundable Credit/FTB Report Annually to
Legi sl ature Regarding Utilization of Credit

DEPARTMENT AMENDMENTS ACCEPTED. Amendments reflect suggestions of previous analysis of bill as amended
X 04/10/2000 .

AMENDMENTS IMPACT REVENUE.

AMENDMENTS DID NOT RESOLVE THE DEPARTMENT’S CONCERNS stated in the previous analysis of bill as
X amended __ 04/10/2000

FURTHER AMENDMENTS NECESSARY .
DEPARTMENT POSITION CHANGED TO

X REMAINDER OF PREVIOUS ANALYSISOF BILL ASAMENDED __04/10/2000 _ STILL APPLIES.
OTHER - See comments below.

SUWARY OF BILL

Under the Personal Inconme Tax Law (PITL), this bill would all ow taxpayers a
refundabl e credit for contributions by a qualified taxpayer to a Schol arshare
trust made on behalf of any qualified beneficiary. The credit anpbunt woul d equal
a specified percentage, determ ned by the taxpayer’s filing status and adjusted
gross income (AG), not to exceed $200 per qualified beneficiary.

This bill also would require the departnent to report, to the extent data is
avail able, on the utilization of the credit all owed under the bill

SUWWARY OF AMENDMENT

The May 8 anmendnents nade a significant number of changes, i ncluding:

Made the credit refundabl e;
Clarified the credit anpunts;

Al l owed the credit to any individual who nakes contributions on behalf of any
qgualified beneficiary, not just a dependent;

I ncl uded head of household filers with the AG limtations with joint filers;
Renoved the penalty provision;

Changed the operative and sunset dates to apply to transactions rather than
taxabl e or incone years;

Clarified the reporting requirenent; and

Del eted the provision that would deny the credit if a deduction is allowed for
the same expense.
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The May 8, 2000, amendnments were discussed in the departnent’s prior analysis of
the bill as amended April 10, 2000, and included to resolve a number of

i npl ementation and technical concerns and to address the author’s request that
the credit be refundable.

The policy concern in the departnent’s prior analysis regardi ng refundabl e

credits being considered a public benefit still applies. The majority of the
departrent’s inplenentation and all of the technical concerns have been resol ved.
The remai nder of the departnent’s prior analysis still applies, including the

i npl ement ati on concerns, department costs, and revenue estimte regarding a
refundabl e credit, which have been restated bel ow for conveni ence.

| MPLEMENTATI ON CONSI DERATI ONS

1. The departnment has not adm nistered a refundable tax credit under the PITL
since the refundable renter’s credit was suspended in 1993. Establishing a
refundabl e tax credit program woul d have a significant inpact on the
departnent’s progranms and operations and woul d require extensive changes to
forms and systens.

2. Historically, refundable credits (such as the state renter’s credit, the
federal Earned Incone Credit and the federal credit for gasoline used for
farm ng) have had significant problens with invalid and fraudul ent returns.

3. The departnent woul d need sone tine to devel op adequate prograns and operations
to mtigate the potential for fraud and to ensure taxpayers receive the refund
anmount they are due. However, the operative date of this bill (applying to
contributions nmade on or after January 1, 2000) would meke it difficult for the
department to put in place necessary prograns prior to the tine taxpayers could
file returns claimng the refund. Specifically, if this bill is enacted in
| at e Septenber 2000, taxpayers could begin filing returns claimng the refund
as early as January 2001.

DEPARTMENTAL COSTS

The departnent’s costs to admnister the bill would be as follows:

The costs for the department to admi nister this bill are estimated to be $87, 871
i ncluding one time inplenentation costs of $78,812, for fiscal year 2000 and
woul d i ncrease each year as volunes increase until they reach a maxi num of
$267,777 in 2007. It is estimated that this bill would require the departnent to
i ncur one additional personnel year (PY) in 2000, increasing to a total of 6.1
PYs in 2007.

The costs were cal cul ated using the foll ow ng assunpti ons based on infornmation
the departnment received from Tl AA-CREF Tuition Financing, Inc., which manages the
CGol den State Schol arshare program

Popul ati on of taxpayers would start at 27,000 in 2000 and increase to
appr oxi matel y 350,000 in 2007.

All filers claimng this credit are assuned to be taxpayers who currently file

a return. It is not anticipated that this credit would encourage persons who
do not currently file a return to file one just to claimthe credit.
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Note that if the refundability of this credit results in the credit being a
“state public benefit” as discussed in “Policy Considerations” in the prior
anal ysis, the departnmental costs to adnminister the bill could be considerably
greater.

Tax Revenue Esti mate

Based on Iimted data and assunptions di scussed below, this bill would result in
the follow ng revenue | osses under the PITL.

Esti mat ed Revenue | npact of AB 2095
As Anended May 8, 2000
[$ In MIlions]

2000-01 2001-02 2002-03
($3) (%9) ($15)
Esti mates assune the bill would be effective with contributions nade on or after

January 1, 2000, with enactnent assuned after June 30.

This estinmate does not consider the possible changes in enpl oynent, persona
i ncome, or gross state product that could result fromthis neasure.

BOARD POSI TI ON

Pendi ng.



